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ABSTRACT 
 
As the largest community-driven development (CDD) program in the 
globe, National Program for Community Empowerment of Indonesia (PNPM 
Rural) faces a noble target to achieve Sustainable Development Goal (SDG) 
which is declared in 2015 that formerly named Millennium Development Goal 
(MDG). In the intervening time, PNPM Rural is transformed to newly-
established institution, Village Law, according to the Law no.6 / 2014. For 
encountering those challenges policy- makers needs to evaluate their existed 
development program and re- design the blueprint of present institution to favor 
the marginalized poor to sustain their economic viability. This study seeks to 
investigate determinants of districts and village budget allocation of PNPM 
Rural investments from its first earmarked in 2007 and 2011. The attempt is 
executed in order to find out whether those budget allocation decision has 
aligned with community needs. An evaluation of their return to investment in 
terms of poverty mitigation within the time frame, specifically in district and 
sub-district level is also incorporated within the investigation.  
ii 
 
The conceptual framework for the evaluation were made by leveraging 
the statistical tools named Structural Equation Model (SEM). The model was 
employ due to its versatility to assess causality in the system of equations 
simultaneously as well as to remedy the measurement error. The mechanism to 
discard endogeneity or measurement error was made by confounding the 
observed variable into suitable components (latent variables). This was 
equivalent with the way conventional factor analysis encounter it. The object of 
the analysis were budget allocation invested to health, education, economy, 
agriculture, energy, transportation, and social activities. The budgets were 
initially stated in nominal values which subsequently discounted to the real 
value by Consumer Price Index (CPI) adjustment. Afterwards, the data was 
assessed into two approaches. The first was the study of PNPM Rural 
performance in western part of Indonesia. It had utilized district level data in 
backward area in terms of poverty level or poverty headcount ratio. While, the 
second was the case study analysis of Aceh Province. It was conducted in 
village-aggregated sub-district arrangement by means of number of poor 
reference published in the village over the total household existed in the 
corresponding village. The associations between village characteristics prior to 
PNPM Rural establishment and particular budget allocations were elucidated. 
The investigation of the characteristics to PNPM Rural participation was also 
elaborated. 
 
It was finally documented that the return to investment of budget 
allocation invested to productive activities within PNPM Rural to poverty 
level was negative, or in other words, it helped decreasing poverty level 
especially on agriculture, and economic activity in the context of western 
part of rural Indonesia. In the case study of Aceh province, the result 
resonance the previous finding, that the PNPM investment had negative and 
significant effect to poverty. The determinant of budget allocation was 
predominantly significant too, except for the budget allocated to education 
investment. In terms of participation of the marginal poor, the covariance 
between empowerment for the poor and PNPM investment has shown 
positive but weak significance. 
 
iii 
 
The recommendations are divided into two- folds. They are 
prescription for future compelling research and suggestion to policy- 
makers. The study incorporates others degree of marginalization such as 
extent of female-headed household and educational/ primary school 
attainment background are desirable. The level of elite composition in the 
community is also recommended to be included into analysis. In terms of 
policy narrative, the result of the study can be used as a lesson-learnt to sustain 
Community- Driven Development (CDD) program in Indonesia and to 
improve the bottleneck that hinder the target achievement. The prospective 
reform is village/community mapping strategy prior to program start up. It 
helps to better tailor the program scheme in respect to its associated resources 
the community has. Another improvement can be done by giving higher 
incentive to facilitators in order to enhance the skill they perform to help 
communities or stakeholders aware of their own specific needs and capacities. 
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